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BACKGROUND

This matter comes before the Public Service Commission of South Carolina

("Commission" ) on the annual review of base rates for fuel costs of Duke Energy

Carolinas, LLC ("Duke Energy Carolinas" or the "Company" ). The procedure followed

by the Commission is set forth in S.C. Code Ann. ( 58-27-865 (Supp. 2007), which

provides for annual hearings to allow the Commission and all interested parties to review

the prudence of the fuel purchasing practices and policies of an electrical utility and for

the Commission to determine if any adjustment in a utility's fuel cost recovery

mechanism is necessary and reasonable.

The parties before the Commission in this docket are Duke Energy Carolinas, the

South Carolina Office of Regulatory Staff ("ORS"),and the South Carolina Energy Users

Committee ("SCEUC") (collectively, referred to as the "Parties" or sometimes

individually as a "Party" ). Prior to the hearing, the Parties caused a nine (9) page

Settlement Agreement, dated August 19, 2008 (the "Settlement Agreement" ), to be filed
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with this Commission. The Settlement Agreement is attached as Order Exhibit 1 and is

incorporated in and made part of this Order.

II. JURISDICTION OF THE COMMISSION

In accordance with S.C. Code Ann. $ 58-27-140 (1) (Supp. 2007), the

Commission may, upon petition, ascertain and fix just and reasonable standards,

classifications, regulations, practices or service to be furnished, imposed, observed, and

followed by any or all electrical utilities. Further, S.C. Code Ann. ( 58-27-865(B) (Supp.

2007) states, in pertinent part, that "upon conducting public hearings in accordance with

law, the [C]ommission shall direct each company to place in effect in its base rate an

amount designed to recover, during the succeeding twelve months, the fuel costs

determined by the [C]ommission to be appropriate for that period, adjusted for the over-

recovery or under-recovery from the preceding twelve-month period. "

Consistent with the requirements of S.C. Code Ann. $ 58-27-865(B) and the

Commission's Settlement Policies and Procedures, the Commission convened an

evidentiary hearing to determine the reasonableness of the Parties' settlement and

whether acceptance of the settlement is just, fair and in the public interest.

III. DISCUSSION OF THE HEARING AND THE SETTLEMENT
AGREEMENT

The public evidentiary hearing in this matter was held on August 26, 2008, before

this Commission with the Honorable Elizabeth B. Fleming, Chairman, presiding.

Representing the Parties were Catherine E. Heigel, Esquire, and Frank R. Ellerbe, III,

Esquire, for the Company; Scott Elliott, Esquire, for SCEUC; and C. Lessie Hammonds,

Esquire, and Jeffrey M. Nelson, Esquire, for ORS. At the hearing, the Parties presented
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the Settlement Agreement (Order Exhibit 1) that was filed with the Commission on

August 19, 2008. In the Settlement Agreement, which was admitted into the record as

Hearing Exhibit 1, the Parties represented to the Commission that they had discussed the

issues presented in this case and determined that each Party's interests and the public

interest would be best served by settling all issues pending in this case in accordance with

the terms and conditions contained in the Settlement Agreement.

Further, the Parties presented witnesses in support of the Settlement Agreement

and various other matters related to the Company's base rates for fuel costs. Duke

Energy Carolinas' witnesses Elliott Batson, Ronald A. Jones, and Thomas C. Geer

presented direct testimony on behalf of the Company and sponsored composite Hearing

Exhibits 2, 3, 4 and 5, respectively' . Company witness John J. Roebel presented direct

testimony on behalf of Duke Energy Carolinas. Finally, Company witness Jane L.

McManeus (i) presented both direct and supplemental testimony on behalf of Duke

Energy Carolinas, (ii) sponsored composite Hearing Exhibits 6 and 7, and (iii) sponsored

the Settlement Agreement (Hearing Exhibit 1). The pre-filed testimony of all Company

witnesses was accepted into the record without objection, and the exhibits attached to

each witness' pre-filed testimony were marked as composite hearing exhibits as

identified above and entered into the record of the case.

1

Composite Hearing Exhibit 2 consists of the Direct Testimony Exhibits of M. Elliott Batson (Exhibits 1-

4); Composite Hearing Exhibit 3 consists of the Direct Testimony Exhibits of Thomas C. Geer (Exhibits 1-
2); Composite Hearing Exhibits 4 and 5 consist of the Direct Testimony Exhibits of Ronald A. Jones
(redacted and non-redacted versions) (Exhibits 1-3); Composite Hearing Exhibits 6 and 7 consist of the
Direct Testimony Exhibits of Jane L. McManeus (Exhibits 1-9) and Supplemental Testimony Exhibits of
Jane L. McManeus (Supp. Exhibits 1-2), respectively; Composite Hearing Exhibit 8 consists of the Direct
Testimony (includes the Report of the Audit Department) Exhibits of Robert A. Lawyer (Exhibits 1-7); and
Composite Hearing Exhibit 9 consists of the Direct Testimony Exhibits of Michael Seaman-Huynh
(Exhibits 1-11).
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Company witness Elliott Batson testified regarding Duke Energy Carolinas' fossil

fuel purchasing practices and costs for the period of July 2007 through May 2008 and

described any related changes forthcoming in the projected period. Duke Energy

Carolinas' witness John J. Roebel discussed the performance of the Company's fossil-

fueled and hydroelectric generating facilities during the period of July 1, 2007, through

May 31, 2008, and their operating efficiency during the test period. Mr. Roebel testified

that Duke Energy Carolinas' generating system operated efficiently and reliably during

the test period.

In his testimony, Company witness Ronald A. Jones discussed the performance of

Duke Energy Carolinas' nuclear generation fleet during the test period. He reported to2

the Commission that Duke Energy Carolinas achieved a net nuclear capacity factor,

excluding reasonable outage time, of 102.74% for the current period, which is above the

92.5% set forth in S.C. Code Ann. ) 58-27-865 (Supp. 2007). Company witness Thomas

C. Geer provided further information regarding the Company's nuclear fuel purchasing

practices and costs for the test period and described changes forthcoming in the 2008-

2009 forecast period.

Next, Duke Energy Carolinas' witness Jane L. McManeus testified regarding the

Company's procedures and accounting for fuel, actual fuel costs incurred since July

2007, actual environmental costs incurred for the period July 1, 2007 through May 31,

2008, the associated over/under-recovery of such costs, and the Company's computations

' On August 21, 2008, we granted the Motion of Duke Energy Carolinas to treat specific material filed in

the present proceeding as confidential. Specifically, the Commission Ordered that certain materials

contained in Duke Energy Carolinas' witness Ronald A. Jones' Testimony and Exhibit 3 should be treated

as confidential.
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of projected fuel and environmental costs. After adjusting for a net estimated under-

recovery as of September 30, 2008, she described how the various components of fuel are

included in the calculation of the Company's fuel expenses and explained the basis for

estimated fuel costs during the billing period. Ms. McManeus explained that, in

compliance with S. C. Code Ann. $ 58-27-865 (A)(1), the Company calculated an

environmental component for each of the Residential, General Service/Lighting and

Industrial customer classes. The over/under recovery of environmental costs are

allocated among the three customer classes based upon firm peak load. The resulting

allocated costs are converted to the environmental component for each class expressed in

cents per kWh and added to the fuel component. Next, after applying $60 million of

amounts over-collected through time from South Carolina retail customers for Catawba

purchased capacity levelization (PCL) as partial collection of the Company's South

Carolina jurisdictional un-recovered fuel balance, Ms. McManeus proposed combined

fuel factors of 2.2539$/kWh for Residential customers, 2.2501$/kWh for General

Service/Lighting customers and 2.2415)/kWh for Industrial customers. In proposing

these combined fuel factors, Ms. McManeus testified that such factors should result in the

Company being neither under nor over-recovered in its fuel costs, including

environmental costs, at the end of the billing period in September 2009.

Following the Company witnesses, ORS presented the direct testimony of Mr.

Robert A. Lawyer, who also sponsored composite Hearing Exhibit 8. Specifically, Mr.

Lawyer testified about the examination carried out by ORS as well as the agreed upon

accounting adjustments reflected in the Settlement Agreement. With regard to the true-
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up of over/under-recovered fuel costs, he testified that ORS analyzed the cumulative

under-recovery of the Base Fuel Costs that Duke Energy Carolinas had incurred for the

period July 2007 through May 2008 totaling ($11,889,851). On behalf of ORS, Mr.

Lawyer then added the projected under-recovery for the months of June through

September 2008 to arrive at a projected cumulative under-recovery balance of

($63,367,797) as of September 2008. Duke Energy Carolinas' cumulative under-

recovery, per its testimony in this docket (Revised McManeus Exhibit 5), as of May 2008

totals ($11,888,000), and as of September 2008, the cumulative under-recovery totals

($63,365,000). Mr. Lawyer testified that the difference between Duke Energy Carolinas'

and ORS' cumulative under-recovery as of actual May 2008 totaled ($1,851). The

difference between Duke Energy Carolinas' and ORS' cumulative under-recovery as of

September 2008 totals ($2,797). In the Settlement Agreement the Parties agreed to

stipulate to ORS' calculations in this matter, as well as to the effect of applying the

$60,000,000 agreed upon by the Parties in the Settlement Agreement to offset the fuel

increase, which resulted in a cumulative under-recovery total of ($3,367,797) as of

September 2008.

On behalf of ORS, Mr. Lawyer then analyzed the cumulative under-recovery of

the environmental costs that Duke Energy Carolinas had incurred for the period July

2007 through May 2008 totaling ($335,945). Mr. Lawyer explained that ORS added the

projected over-recovery for the months of June through September 2008 to arrive at a

projected cumulative over-recovery balance of $3,497,356 as of September 2008. Duke

Energy Carolinas' pre-filed testimony (McManeus Exhibit 7) in this docket lists the
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cumulative environmental cost over-recovery total through September 2008 as

$3,497,000. The difference between Duke Energy Carolinas' and ORS' cumulative over-

recovery balance as of September 2008 totals $356. In the Settlement Agreement the

Parties agreed to stipulate to ORS' calculations in this matter.

Michael L. Seaman-Huynh also presented direct testimony for ORS, sponsored

composite Hearing Exhibit 9, and testified in support of the Settlement Agreement

(Hearing Exhibit 1). Mr. Seaman-Huynh testified as to ORS' assessment of the

reasonableness of Duke Energy Carolinas' costs and operations, concluding that the

Company made reasonable efforts to maximize unit availability and minimize fuel costs.

The pre-filed testimony of both Mr. Seaman-Huynh and Mr. Lawyer were accepted into

the record without objection, and the exhibits attached to each witness' pre-filed

testimony were also marked as the composite hearing exhibits identified above and

entered into the record of the case.

In summary, through the testimony and exhibits presented to the Commission in

this proceeding the Parties represent that settling all issues pending in this case in

accordance with the terms and conditions contained in the Settlement Agreement is just,

fair, and reasonable and in the public interest. The terms of the Settlement Agreement

are summarized as follows:

(a) Duke Energy Carolinas will apply $60 million of amounts over-collected

through time from South Carolina retail customers for Catawba purchased

capacity levelization ("PCL")as partial collection of the Company's South

Carolina jurisdictional un-recovered fuel balance. No return will be
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calculated on the amount applied to the recovery of unbilled fuel. Duke

Energy Carolinas estimates the PCL balance will be drawn down to zero

prior to December 31, 2009. Consequently, Duke Energy Carolinas

estimates that by December 31, 2009, an additional amount of money will

be required from the Demand Side Management ("DSM") balance owed

to South Carolina retail customers. However, if in preparing its next

proposed fuel rate in 2009 the Company estimates that at December 31,

2009, an over-recovered PCL balance will exist, Duke Energy Carolinas

agrees to consider the estimated balance in its 2009 proposed fuel rate.

(b) The Parties agree to accept all accounting adjustments as set forth in ORS

witness Robert A. Lawyer's pre-filed direct testimony.

(c) The Parties agree that the fuel factors contained in Paragraph 8 of the

Settlement Agreement represent the appropriate fuel costs, environmental

costs, and combined projected fuel factors for Duke Energy Carolinas to

charge for the period beginning with the first billing cycle in October 2008

through the last billing cycle of September 2009 by customer class as set

forth in the following table:

Class of Service

SC Fuel Cost
from

Supplemental
Exhibit 1

(0/kwh)

SC Environmental
Costs (Over)/Unde

Recovery from
Exhibit 7 (g/kWh)

SC Environmental Combined
Costs from Exhibit 8 Projected Fuel

(g/kWh) Factor (g/kWh)

esidential 2.2317

ndustrial 2.2317
General/Lighting 2.2317

-0.0217
-0.0168
-0.0114

0.0439
0.0352
0.0212

2.2539
2.2501
2.2415
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(d) The Parties agree that the fuel factors set forth in Paragraph 8 of the

Settlement Agreement were calculated consistent with S.C. Code Ann. $

58-27-865 (Supp. 2007), and further that fuel costs for periods beginning

on June 1, 2008, and thereafter shall be open issues for determination by

the Commission in future fuel cost proceedings held under the procedure

and criteria established in S.C. Code Ann. ) 58-27-865 (Supp. 2007).

(e) The Parties agree that to keep the Parties and Duke Energy Carolinas'

customers informed of the over/under-recovery balances related to fuel

costs and of Duke Energy Carolinas' commercially reasonable efforts to

forecast the expected fuel factors to be set at its next annual fuel

proceeding, the Company will provide SCEUC, ORS, and where

applicable, its customers with (i) copies of the monthly fuel recovery

reports currently filed with the Commission and ORS; and (ii) a quarterly

forecast of the expected fuel factors to be set at its next annual fuel

proceeding.

IV. FINDINGS OF FACT AND CONCLUSIONS OF LAW

Having heard the testimony of the witnesses and representations of counsel and

after careful review of the Settlement Agreement, the Commission finds that approval of

the terms set out in the Settlement Agreement is consistent with the standards for fuel

review proceedings conducted pursuant to S.C. Code Ann. $ 58-27-865 (Supp. 2007) and

is supported by the substantial evidence in the record. The Settlement Agreement's terms

allow recovery in a precise and prompt manner while assuring public confidence and
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costs and of Duke Energy Carolinas' commercially reasonable efforts to

forecast the expected fuel factors to be set at its next annual fuel

proceeding, the Company will provide SCEUC, ORS, and where

applicable, its customers with (i) copies of the monthly fuel recovery

reports currently filed with the Commission and ORS; and (ii) a quarterly

forecast of the expected fuel factors to be set at its next annual fuel

proceeding.

IV. FINDINGS OF FACT AND CONCLUSIONS OF LAW

Having heard the testimony of the witnesses and representations of counsel and

after careful review of the Settlement Agreement, the Commission finds that approval of

the terms set out in the Settlement Agreement is consistent with the standards for fuel

review proceedings conducted pursuant to S.C. Code Ann. § 58-27-865 (Supp. 2007) and

is supported by the substantial evidence in the record. The Settlement Agreement's terms

allow recovery in a precise and prompt manner while assuring public confidence and
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minimizing abrupt changes in charges to customers. As such, approval of the Settlement

Agreement is in the public interest as a reasonable resolution of the issues in this case.

Additionally, we find that the methodology for determining the environmental cost factor

used by Duke Energy Carolinas in this proceeding, while not binding in future

proceedings, is consistent with the statutory requirements of S.C. Code Ann. $ 58-27-865

(Supp. 2007) and is just and reasonable. We further find that the Settlement Agreement's

terms (i) provide stabilization to the fuel factor, (ii) minimize fluctuations for the near

future, and (iii) do not appear to inhibit economic development in South Carolina.

Additionally, the Commission finds and concludes that the Settlement Agreement affords

the Parties the opportunity to review costs and operational data in succeeding fuel review

proceedings conducted pursuant to S.C. Code Ann. )58-27-865 (Supp. 2007).

IT IS THEREFORE ORDERED THAT:

The Settlement Agreement attached hereto as Order Exhibit 1 and the pre-

filed direct testimony of ORS witnesses Robert A. Lawyer and Michael L. Seaman-

Huynh, and Duke Energy Carolinas' witnesses Elliott Batson, John J. Roebel, Ronald A.

Jones, Thomas C. Geer and Jane L. McManeus, and the supplemental testimony of Jane

L. McManeus and Michael Seaman-Huynh along with their respective exhibits entered

into evidence as composite Hearing Exhibits 2-7, are accepted into the record in the

above-captioned case without objection. Further, the oral testimony of the above

witnesses presented at the hearing on August 26, 2008, is also incorporated into the

record of this case.
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2. The Settlement Agreement is incorporated into this present Order by

reference and attachment and is found to be a reasonable resolution of the issues in this

case and to be in the public interest.

The fuel purchasing practices, plant operations, and fuel inventory

management of Duke Energy Carolinas are reasonable and prudent.

4. Duke Energy Carolinas shall set its fuel factor (excluding environmental

costs) at 2.2317 cents per kWh effective for bills rendered on and after the first billing

cycle of October 2008 and continuing through the billing month of September 2009.

Duke Energy Carolinas shall set its environmental cost component factor

at 0.0222 cents per kWh for the Residential customer class, 0.0184 cents per kWh for the

General Service/Lighting customer class, and 0.0098 cents per kWh for the Industrial

customer class for bills rendered on or after the first billing cycle of October 2008 and

continuing through the billing month of September 2009.

Duke Energy Carolinas shall set its total fuel factor, including the

environmental cost component factor, at 2.2539 cents per kWh for the Residential

customer class, 2.2501 cents per kWh for the General Service/Lighting customer class,

and 2.2415 cents per kWh for the Industrial customer class for bills rendered on or after

the first billing cycle of October 2008 and continuing through the billing month of

September 2009.

The Parties shall abide by all terms of the Settlement Agreement.

8. Duke Energy Carolinas shall transfer $60 million of the Catawba PCL

balance to the deferred fuel account to accelerate the return to customers of the PCL
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balance currently being returned to customers pursuant to a rate decrement rider approved

in Order No. 96-337. No return will be calculated on the amount applied to the recovery

of unbilled fuel.

9. Duke Energy Carolinas is authorized to continue the current reduction in

rates reflected in the partial true-ups to the PCL liability balance, as previously approved

by the Commission. Duke Energy Carolinas is also authorized to offset the Demand Side

Management deferred cost liability balance with the PCL rate decrement after first

reducing the Catawba PCL liability balance to zero.

10. Duke Energy Carolinas shall file an original of the South Carolina Retail

Adjustment for Fuel Cost and all other retail Tariffs within ten (10) days of receipt of this

Order with the Commission and ORS.

11. Duke Energy Carolinas shall comply with the notice requirements set forth

in S.C. Code Ann. )58-27-865.

12. Duke Energy Carolinas shall continue to file the monthly reports as

previously required.

13. Duke Energy Carolinas shall account monthly to the Commission and

ORS for the differences between the recovery of fuel costs through base rates and the

actual fuel costs experienced by booking the difference to unbilled revenues with a

corresponding deferred debit or credit. ORS shall monitor the cumulative recovery

account.
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14. Duke Energy Carolinas shall submit monthly reports to the Commission

and ORS of fuel costs and scheduled and unscheduled outages of generating units with a

capacity of 100 MW or greater.

15. Duke Energy Carolinas shall inform the Parties on a quarterly basis as to

the fuel factors the Company expects to be set at the next annual fuel cost review

proceeding.

16. This Order shall remain in full force and effect until further Order of the

Commission.

BY ORDER OF THE COMMISSION:

Elizabeth B. Fleming, Chairman

ATTEST:

Jo E. Howard, Vice Chairman

(SEAL)
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BEFORE

THE PUBLIC SERVICF. COtvlMISSION OF

SOUTH CAROLINA

DOCKET NO. 2008-3-E

August 19, 2008

IN RE:

Annual Rcvicw of Base Rates for Fuel Costs
for Duke Energy Carolinas, I.I.C

)

) 'SFTTI.FMKWT AGREEMENT

)

This Settlemcnt Agreement is made by and among the Office of Regulatory Stalf of South

Carolina ("ORS"), South Carolina Energy Users Committcc ("SCFUC"), and Duke Energy Carolinas&

LLC ("Duke Energy Carolinas") (collectively releiTed to as thc "Parties" or sometimes individually as

a "Party" ),

WIIEREAS, the above-captioned proceeding has been established by the Public Service

Commission of South C'.arolina ("Commission" ) pursuant to the procedure in S.C. Code Ann. (58-27-

865 (Supp. 2007), and thc Parties to this Settlement Agreement arc parties of record in the above-

captioned docket. There are no other parties ol'record in thc above-captioned procccding;

WHEREAS, the Parties have engaged in discussions to deterinine if a settlemcnt oi the issues

would bc in their best interests;

WHERFAS, following those cliseussions ihe Parties have each detcrniined that their interests

and thc lxiblie interest would be best served by settling all issues pending& in the above-captioned case

under thc terms and conditions set forth below:
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BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. 2008-3-E

August 19, 2008

IN RE:

Annual Review o.['Base Rates for Fuel Costs

for Duke Energy Carolinas, I,I.C SETTI,EMENT AGREEMENT

This Settlement Agreement is made by and among the Office of Regulatory Staff of Soulh

Carolina ("ORS"), South Carolina Energy Users Committee ("SCEUC"), and Duke Energy Carolinas,

LLC ("Duke Energy Carolinas") (collectively referred to as the "Parties" or sometimes individually as
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865 (Supp. 2007), and the Parties to this Settlement A_eement arc parties of record in the above-

captioned docket. There are no other parties el'record in the above-captioned proceeding;

WHEREAS, the Parties have engaged in discussions to detem_ine if a settlement oF the issues

would be in their best interests;
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and the public interest would be best served by settling all issues pending in the above-captioned case

under the terms and conditions set forth below:
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l. As a compromise to positions advanced by Duke Energy Carolinas, ORS, and SCEUC,

all Parties agree to thc proposal set out immedialely below, and this proposal is hereby adopted,

accepted, and acknowledged as thc agrccmcnt of the Parties.

2. The Parties agree lo stipulate inlo the record before thc Comruission thc pre-fried

testimony and exhibits of ORS witnesses Michael L. Seaman-Huynh and Robert A. Lawyer, without

objection or cross-examination by the Parties. The Parties also agree lo slipulale into the record bclorc

thc Commission the redacted and unredacled pre-filed direct testimony anti exhibits of Duke Ericrgy

Carolinas' Witness Ronald A. Jones, and the pre-filed direct testimony and exhibits of Witnesses M.

Flliott Batson, John J, Rocbcl, Thomas C, Gccr and Jane L, McManeus, without objection or cross-

examinalion by the Parlies. 'I'he Parties agree that no other cvidcncc will be offered in the proceeding

bv lhe Parties other than the stipulated tcstirnony and exhibits, the supplemenlal testimony of Duke

Fnergy Carolinas Wilness .lane L. McMancus and ORS witness Michael Seaman-Huynh supporting

thc Parties' settlement, and this Settlement Agreement. The Parties agree to prcscnt all witnesses at the

schcdulcd hearing in this malter.

ORS's rcvicw of Duke Energy Carolinas' operation of its generating facilities resulted

in thc conclusion that Duke Energy Carolinas has made reasonable efforts to maximize unit availabiIity

and minimize fuel costs. Additionally, ORS has determined that Duke Energy Carolinas look

appropriate corrective action with respect to any outages that occurTed during the review period.

4. Duke Energy Carolinas will apply $60 million of amounts over-collected through time

tron& South Carolina relail customers for Catawba purchased capacity levelization (PCL) as partial

co11cction of thc Company's South Carolina jurisdictiona un-recovcrcd luel balance, No return will be

calculated on the ariaount applied to the recovery of unbillcd fuel. Duke Energy Carolinas estimates

lhe P('. . L balance will be drawn down to zero prior to December 31, 200). Consequently, Duke Energy

(arolinas estimates that by Decembci 31, 2009, an additional $8 million ivill bc required from the

Demand Side Managcmcnt ("DSM") balance owed lo South Carolina retail cuslomcrs. However, il in
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preparing its next proposed fuel rate in 2009 the Company estimates that at December 31, 2009 an

over-rccovcrcd PCL balance will exist, Duke Fncrgy Carolinas agrees to consider the cstirnatcd

balance in its 2009 proposed fue1 rate. The application of thc PCL and DS1vf over-collections io rcducc

the fuel rate is further described in the supplemental testimony and exhibits of Company Witness

McMancus.

5. ORS analyzed the cumulative under-recovery of the Base 1 ucl Costs that Duke Energy

Carolinas had incurred for thc period .luly 2007 through May 2008 totaling ($11,889,851). ORS added

the projected under-recovery for the months o1 June through September 2008 to arrive at a cumulative

under-recovery balance of ($63,367,797) as of September 2008. Duke Energy ('.arolinas's cumulative

under-recovery, per its testimony in this docket (Rei ised McManeus Exhibit 5), as of May 2008 totals

($11,888,000), and as of Scptcmbcr 2008, the cumulative under-recovery totals ($63,365,000). The

difference betwccn Duke Energy «aroliiias's and ORS' cumulative under-recovery as of actual May

2008 totaled ($1,851), The difference betwccn Duke's aiid ORS' cumulative under-recovery as of

September 2008 totals ($2,797), After applying thc $60,000,000 agreed upon by the Parties in

Paragraph 4 herein, to of. fset the fuel incrcasc, the parties agree to a resulting cumulative imder-

recovery total of ($3,367,797) as of September 2008.

6, ORS analyzerl the cumulative under-recovery of thc crivironmental costs that Duke

Energy C;uolinas had incurred for the period July 2007 through May 2008 totaling ($335,945). ORS

added the projected over-recovery for the months of June through September 2008 to arrive at a

cumulative over-recovery balance of $3.497,356 as of September 2008. Diike Fncrgy Carolinas's prc-

filed testimony (McMancus Exhibit 7) in this docket lists the cumulative environmental cost ovcr-

recovcry total through September 2008 as S3,497,000. The difference between Duke Energy

Carolinas's and ORS's cumu1ative over-recovery balance as of September 2008 totaled $356.

7. The parties agree to accept all accountin&' adjustments as put foith in ORS witness

Lawyer's pre-filed direct testimony which provides that as of May 2008, based on a Base 1-'ucl (".ost
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component, of ($11,889,851) and an Environmental Cost component of ($335,945), thc combined

cumulative under-rccovcry balance totals ($12,225,796). As of September 2008, as a result of the $60

million provided for in Paragraph 4 herein, based on a Base Fuel Cost component of. ($3,367,797) and

an Environmental C'ost component of $3,497,356, the parties agree to a resultant cumulative over-

rccovcry balance totals $129,559,

8. Thc parties agree that the fuel factors contained in 1he pre-flied direct testimony and

exhibits ol' Duke Fncrgy Carolinas' Witness Jane L. McManeus& as adjusted by the supplemental

testimony anti exhibits of Ms. McMancus, rcprcscnt thc appropriate fuel costs, environmental costs,

and combined projected fuel factors for Duke Energy Carolinas to charge for the period beginning with

the first billing cycle in October 2008 through the last billing cycle of September 2009 by customer

class as sct forth in thc table below:

SC Fuel Cost
from

Class of Service
Supplemental
Exhibit 1

,

'(1l/k Wh)

SC Environmental
C;osts (Over)/(Jnde
Rccovcry from
~Exhibit 7 (e/kWh)

SC Envlronmcntal
Costs from Exhibit 8

(c/kWh)

Combined
Projcctcd 1 uc1

1'actor (g/k Wh)

Res l dcntl al

C&cncral/Llghtlng

LIndustri al

2.2317
2.2317
2.2317

-0.0217
-0.0168
-0.0114

0,0439
0,0352
0.0212

2.2539
2.2501

2.2415

The Parties agree that the fuel factors as set forth in Paragraph 8 above arc consistent

~~ ith S.C, Code Ann. (58-27-865.

10. Thc Parties agrcc that in an effort to keep thc Parties and Duke Energy Carolinas'

customers informed of' the over/under recovery balances related to fuel costs and of Duke Fnergy

Carolinas' commercially reasonable effort to lorecast thc expected fuel factor to bc sct at its next

annual fuel proceeding, Duke Energy Carolinas iiill provide to SCEL'C, ORS, and where applicable,

its customers thc followin intormation:
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component of ($11,889,8511) and an Environmental Cost component of ($335,945), the combined
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recovery balance totals $129,559.

8. The Parties agree that the fuel factors contained in the pre-filed direct testimony and
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testimony and exhibits of Ms. McManeus, represent the appropriate fuel costs, environmental costs,

and combined projected fuel factors for Duke Energy Carolinas to charge for the period begimling with
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class as set forth in the table bclow:

Class of Sen, ice

' _FSC. ucl Cost

from
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Exhibit 1
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i
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I

2.2317Industrial

SC Environmental ,,,-, . .
,, , ..... /_t_, tznwronmcntm
_.osts (uver)/tJnae_ ...... .,..

,, ]k, OStS Ironl lc, XnlDr[

Kecovcry trom .hi,., • •
Exhibit 7 (C/kWh) i t¢'Kw")

-0.0217

-0.0168

-0.0114

0.0439

0.0352

0.0212

_2ombined

Projected Fucl

Factor (e/kWh)

2.2539

2.2501

2.2415

9. The Parties agree that the fuel factors as set forth in Para_aph 8 above arc consistent

with S.C. Code Ann. §58-27-865.

10. The Parties agree that in an effort to keep the Parties and Duke Energy Carolinas'

customers informed o1" the over/under recovery balances related to fuel costs and of Duke Energy

Carolinas' commercially reasonable efforts to forecast the cxpected fuel factor to be sct at its next

annual fucl proceeding, Duke Energy Carolinas will provide to SCEUC, ORS, and where applicable,

its customers the following intbrmation
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(a) copies of the monthly fuel recovery reports currently filed with the Commission and ORS;

and

(b) a quarterly forecast begiruaing November 30, 2008 of the expected fuel factor tn be ser ar its

next annual fuel proceerling based upon Duke Fnergy Carolinas' historica1 over/under

recovery to date and Duke Energy Carolinas' forecast of prices for uranium, natura1 gas,

coal, oil and other fuc] rcquircd for gcncration of clcctricity, Duke Fncrgy Carolinas will

use commercially reasonable efforts in makir1g these forecasts. To the extenf, that the

forecast data rcquircd hereunder is confidential, any party or customer that wants Iorecasted

fuel data v, ill have to sign a non-disclosure agrccmcnt agreeing to protect the data from

public disclosure and to only disclose it to employees or agents with a nccd to bc aware of

this information.

11. 'I'he Parties agrcc to cooperate in good faith with onc another in recommendin&& to thc

Conll&nissior1 that this Settlement Agreemcnt be accepted and approved by the Commission as a fair,

reasonable and full resolution of all issues currently pending in the above-captioned procccding. The

Parties agree to usc reasonable efforts to defend and support any Commission order issued approving

this Settlement Agrecrrrcnt and the terms and conditions contained herein.

12, The Parties agree that any anti all challcngcs to Duke oner& y Carolinas' historical I'uel

costs and revenues for. the period ending May 2008 are not subject to frrrthcr review; however, tuel

costs arid revenues for periods be&&inning .func 2008 and thcrcaf'ter shall bc open issues in l'uture

proceeding&s and will continue to be trued-up against actual costs in such proceedings held under S.C.

Code Ar1n. (58-27-865 (Supp. 2007).

1. &, '1'his written Settlement Agreement contains thc complete agreement of'the Parties, The

Parties agree that by signing& this Settlen1ent Agrccment, it will not constrain, inhibit or impair their

arguments or positions held in future proceedings. If the Conuzission declir1cs to approve the

agreemcnt in its crrtirety, then any Party desiring to do so may withdraw from the agrccment withour.
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(a) copies of the monthly fuel recovery reports currently filed with the Commission mid ORS;

and

(b) a quarterly forecast begimaing November 30, 2008 of the expected fuel factor to be set at its

next annual fiael proceeding based upon Duke Energy Carolinas' historical over/under

recovery to date and Duke Energy Carolinas' forecast of prices for uranium, natural gas,

coal, oil and other fuel required for generation of electricity. Duke Energy Carolinas will

use commercially reasonable efforts in making these forecasts. To the extent that the

forecast data required hereunder is confidential, any party or customer that wants forecasted

t\_el data will have to sign a non-disclosure agreement agreeing to protect the data from

public disclosure and to only disclose it to employees or agents with a need to bc aware of

this information.

11. The Parties agree to cooperate in good faith with one anolher in recomnmnding to the

Commission that this Settlement Agreement bc accepted and approved by the Commission as a fair,

reasonable and fftll resolution of all issues currently pending in the above-captioned proceeding. The

Parties agree to use reasonable efforts to dcI?nd and support any Commission order issued approving

this Settlement Agreement and the terms and conditions contained herein.

12. The Parties agree that any and all challenges to Duke Energy Carolinas' historical li.Lel

costs and revenues for the period ending May 2008 are not subject to further review; however, fuel

costs and revenues for periods beginning June 2008 and thereafter shall bc open issues in Rlture

proceedings and will continue to be treed-up against actual costs in such proceedings held under S.C.

Code A_m. §58-27-865 (Supp. 2007).

1.3. This written Settlement Agreement contains the complete agreement ofthe Parties. The

Parties agree lhat by signing this Settlement Agreement, it will not constrain, inhibit or impair their

arguments or positions held in future proceedings. If the Commission declines to approve the

agreement in its entirety, then any Party desiring to do so may withdraw frorn the agrccment without
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penalty, within 3 days of receiving notice of the decision, by providing written notice of withdrawal

via electronic mail io all parties in that time period.

14. This agreement shall be effective upon execution of the Partie~ and shall be interpreted

accol ding to Sout11 Carolina law.

15. This Scttlcn1cnt Ag&rcemcnt in no way constitutes a waiver or acccptancc of thc position of

any Party concerning the requirements of S.C. Code Ann. )58-27-865 (Supp. 2007) in any future

proceeding. 'Ihis Scttlcmcnt Agrccmcnt in no way prccludcs any party herein from advocating an

altcrnativc methodology under S.C, Cocle Ann. )58-27-865 (Supp. 2007) in any future proceedin&&.

16. This Settlement Agreement shall bind and inure to thc bcncl1t of each of the signatories

hereto and their rcprcsentatives, predecessors, successors, assigns, agents, shareholders, ofltcers,

directors (in their individual and rcprcscntatii e capacities), subsidiaries, afliliates, parent corporations,

it'any, joint ventures, heirs, cxccutors, administrators, trustees, and attorneys.

17. The above terms and conditions fully represent the a&&rccmcnt ol the Parties hereto.

Therefore, each Party acknowledges its consent and a&&reemcnt to this Settlement Agrccmcnt by

authorizing its counsel to affix his or her signature to this document v here indicaled helov:, Counsel's

signature represents his or her rcprcseniation that lais or her client has authorized thc cxccution of the

agreetncnt. Facsimile si&&i1atures and e-n1ail signatures shall bc as effective as original si&&natures to

bind any party. This document may be signed in counterparts, with the various signature pages

combined with the body of the document constituting an original and provablc copy of this Settlement

Agreement.

(Signature Pages Follow)
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penalty, within 3 days of receiving notice of the decision, by providing written notice of withdrawal

via electronic mail to all parties in that time period.

14. This agreement shall be effective upon execution of the Parties and shall be interpreted

according to South Carolina law.

15. This Scttlemcnt Agreement in no way constitutes a waiver or acceptance of the position of

any Party concerning the requirements of S.C. Code Ann. §58-27-865 (Supp. 2007) in any future

proceeding. This Settlement Agreement in no way precludes any party herein from advocating an

alternative methodology under S.C. Code Am_. §58-27-865 (Supp. 2007) in any future proceeding.

16. This Settlement A_eement shall bind and inure to thc bcnel_t of each o[" the signatories

hereto and their representatives, predecessors, successors, assigns, agents, shareholders, ofticers,

dircctors (in their individual and rcprescntative capacities), subsidiaries, affiliates, parent corporations,

if any, joint ventures, heirs, executors, administrators, trustEcs, and attorneys.

17. The above ternas and conditions fully represent the agreemcnt of the Parties hereto.

Therefore, each Party acknowledges its consent and agreement to this Settlement Agrccmelnt by

authorizing its counsel to affix his or her signature to this document whcre indicated below. Counsel's

signature represents his or her representation that his or her client has authorized the execution of the

agreement. Facsimile signatures and e-mail signatures shall be as effectivc as original signatures to

bind m_y party. This document may be signed in counterparts, with the various signature pages

combined with the body of the document constituting an original and prowtblc copy of this SEttlement

Agreement.

(Signature Pages Follow)
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Rcprcscnting and binding Duke Energy Carolinas. LLC:

/

C(
Frank R. llcrbe, ill, squire
13onnie D. Shealy. Esquire
Robinson Mcl. addcn k Moore
1?01 Main Street, Suite 1200
Columbia, SC 2?202
Phone: (803) 227-1112
L'mail; iellcrbc(a)robinsonlaw. corn

C'athn inc E. loci gcl, Esquire
Duke Energy Carolinas, T.I.C'.

52( S. Church Strcct, EC03T, Charlotte, NC.
' 28202

Phone: (704) 382-8123
Fax: (704) 382-5690
Fmail; ceheigel(cc)duke-energy. corn
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Representing al_(t binding Duke Energy Carolinas, LLC:

Frank R."Ellerbe, Ill, "_squim _ /... .....

Bonnie D. Shealy, Esquire ..
Robinson McFadden & Moore c ......."

1901 Main Street, Suite 1200

Columbia, SC 29202

Phone: (803) 227-1112

Email: Fellerbe@robi nsonlaw.com

Catherine E. Hcigel, Esquire

Duke Energy Carolinas, I,LC

526 S. Church Street, EC03T, Charlotte, NC 28202

Phone: (704) 382-8123

Fax: (704) 382-5690

Email: ceheigel@duke-energy.com
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Representing and binding the Office of Regulatory Statf:

Je
'

. el an", squire
Of i Regul/o Staff
14 ain Stree „Suite 300 Columbia. SC 29201

0hone: (803) 737-0823
Faai (803) 737-0895
Email: jnelsonregstaff sc.gov
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Rcprcsonting and binding the Office of Rcgulatory Staff:

0f l_-A_Kegul_o _ Staff
:144Yl_lain Street-, Suite 300 Columbia, SC 29201

_hone: (803) 737-0823

Fax: (803) 73%0895

Email: jnelson_regstaff. _c.gov

Order Exhibit 1

Docket No. 2008-3-E

Order No. 2008-671

October 3, 2008

Page9 of 9


